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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1986 
1984 1985 Projections 
Domestic Econom 
~ Population (millions) 7.8 8.0 8.2 
Population growth (%) 3.0 3.0 3.0 
GDP in current dollars 8,700 8,900 9,200 
Per capita GDP, current dollars 1,120 1,110 1,100 
GDP in local currency 
(1958 quetzals) 2,958 2,925 2,925 
Consumer Price Index % change 3.6 18.7 35.0 


Production and Employment 
Labor force (1,000s) 2,400 2,500 2,600 
Unemployment (average % for year) 12 13 14 
Industrial production (% change) 4 -1.3 -0- 


Fiscal deficit as %* of GDP -3.6 -0.8 -2.5 


Balance of Payments 

Exports (FO-B-} 1,30 kp RB 1,254 
Imports (C.I.F.) 1,297 1,175 1,067 
Trade balance -165 -63 187 
Current-account balance -386 -239 -46 

Foreign debt lL 16a 1,70 2,000 
Debt service 221 239 300 
Debt-service ratio 

as % of exports 19 22 24 

Net foreign exchange reserves -28.3 52 100 

Average exchange rate for year 


(x U.S. $1.00) 1.0 157 2.5 


U.S.-Guatemalan Trade 
~ U.S. exports to Guatemala 417 366 395 
U.S. imports from Guatemala 396 435 464 

U.S. bilateral aid 
Economic 15.7 101.4 114.0 
Military 3 23 5.3 


1/Does not include debt with a maturity of less than one year. 


Sources: Bank of Guatemala Reports and Embassy estimates 





Guatemala is the largest Central American country in terms of 
gross domestic product (GDP), about $9 billion, and population, 
over 8 million, and is third in area, somewhat smaller than 
Honduras and Nicaragua. The Guatemalan economy is based on 
agriculture which accounts for 26 percent of GDP, employes 60 
percent of the labor force, and accounts for two-thirds of 
exports. The principal exports are coffee, cotton, sugar, 
cardamon, bananas, pharmaceuticals, and a small amount of 
petroleum. Manufacturing accounts for 16 percent of GDP and 
centers on food processing and the production of beverages, 
tobacco, textiles, and leather goods. Most nonagricultural 
exports of Guatemala are traded with other Central American 
countries. 


Prior to the 1980's, Guatemala enjoyed decades of steady economic 
growth. This era came to an abrupt end in 1980-1981 due to a 
combination of factors including the worldwide economic recession 
and regional and internal political problems that effectively 
impeded both private and public sector investment in the economy. 
In 1986, the economy continues in recession, but a new government 
has moved forward quickly to implement a package of economic 
policy measures designed to stabilize the economy and encourage a 
return to economic growth. The critical factor in reversing the 
economic slide will be a positive response of the private sector 
through increased production and investment. The private sector 
dominates the economy. Government revenues average only about 7 
percent of GDP annually and the public sector owns only a small 
share of the factors of production. Although Guatemala's economic 
problems are severe, there are several favorable factors that 
could lead to an early recovery. The government is small, the tax 
burden is light, and fiscal and monetary policy has traditionally 
been conservative. The long-term debt burden is not heavy by 
comparison with many other countries of the region. There is 
substantial potential for growth in the production of agricultural 
products for the United States and other markets, and the tourism 
industry, stifled by security problems a few years ago, has 
potential and shows a favorable trend toward recovery. 


The United States is Guatemala's largest trading partner supplying 
37 percent of Guatemalan imports and taking 36 percent of 
Guatemalan exports in 1985. Foodstuffs, agricultural chemicals, 
and manufactured goods are the chief U.S. exports. Import demand 
is low in 1986. The level of productive investment, both 
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foreign and domestic, has been declining for several years, but 
the Government welcomes foreign investors, and good 
opportunities exist for investment in agriculture and light 
manufacturing. Guatemala has not yet taken full advantage of 
trade opportunities under the Caribbean Basin Initiative but it 
should be as competitive as other CBI countries in agriculture 
and labor intensive industries. 


CURRENT ECONOMIC SITUATION AND TRENDS 


On January 14, 1986, an elected civilian Government was 
inaugurated in Guatemala ending fifteen years of government 
dominated by the military. The new Government inherited an 
economy that had been in a recession for five years and with 
few positive trends that could point to an amelioration of poor 
economic conditions. Previous Governments had been unable to 
implement economic policies to overcome problems such as an 
overvalued currency, a complex currency exchange rate system, 
rising inflation, declining investment, and balance of payments 
and fiscal deficits. 


The new Government moved quickly to adopt economic reform 
measures to place the country on a more sound and rational 
financial footing. These included: (1) a simplified exchange 
rate system based on market values of the national currency; 
(2) an export tax as a temporary revenue measure; (3) a removal 
of many price controls; (4) monetary policies to combat 
inflation and encourage savings; and (5) new social programs 
balanced against revenue to maintain a manageable fiscal 
deficit. Recovery will be neither swift nor certain, but 
cautious optimism can be expressed that the government has 
stabilized the financial situation as a prelude to renewed 
economic growth. 


Production and Output: Guatemala's gross domestic product 
declined 1.1 percent in real terms in 1985. This decline in the 
real output of the economy followed drops of GDP in 1982 and 
1983 and very modest growth in 1984. Guatemala's economy is 
now about 6 percent smaller than it was in 1980, and the 
decline in per capita income -- about 20 percent -- has been 
serious, particularly in urban areas. 


The productive declines experienced in recent years have 
affected all sectors of the economy. 
26 percent of GDP, but production dropped one percent in 1985, 
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primarily due to shortages of foreign exchange to import 
fertilizers and agricultural equipment and materials. 
Manufacturing contributes 16 percent of GDP. About one-half of 
manufacturing is foodstuffs and 20 percent is textiles. The 
decline in 1985 was 1.3 percent. A survey conducted in early 
1986 indicated that only 9 percent of manufacturing firms were 
operating at over 90 percent capacity. Construction accounts 
for only 2 percent of GDP, but, after precipitous declines in 
construction activity in 1983 and 1984, the industry rebounded 
slightly in 1985 and growth may be positive in 1986. Petroleum 
production is small, but exploration activities ~ are 
continuing. 

restart-up of the Chixoy hydroelectric plant in early 1986. 
Potential exists to export electric power to neighboring 
countries. 


For 1986, the outlook is for real economic growth to be near 
zero. Favorable factors such as high international prices for 
coffee and low prices for imported petroleum could push 
economic growth into positive figures, but growth potential 
will be limited until the economic policies of the Government 
show success and the confidence of the private sector is 
restored. Low and declining investment has been a feature of 
Guatemala's economy in the 1980's. Gross domestic investment 
in 1981 was 17 percent of GDP, but by 1985 domestic investment 
had dropped to only 11.6 percent of GDP. 


However, private sector investment revived somewnat in 1985, a 
trend that appears to be continuing in 1986. Government 
accounts for only 7 percent of GDP in Guatemala, one of the 
smallest public sectors in the world. The relatively small 
size of the Government and its limited role in the economy 
makes the private sector the critical factor in economic 
recovery. 


Inflation, Employment, and Wages: Inflation in Guatemala has 
traditionally been moderate and only in 1985 did inflationary 
pressures appear. Inflation for 1985 was 18 percent but by the 
end of the year accelerated to an annual rate of 32 percent. 
This inflationary trend continued during the first half of 
1986. The Government's economic measures have the goal of 
reducing inflation to 15 percent by December 1986. Inflation 
is primarily due to the rapid depreciation of the national 
currency, the quetzal, in 1985 and to the rapid growth of money 
supply. .To combat inflation, the Government's economic program 
includes measures to reduce the growth of money supply and 
Places limits of credit expansion. 
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Labor statistics are not collected on a regular basis in 
Guatemala. The labor force is estimated at about 2.6 million, 
growing at an annual rate of about 3 percent. Unemployment 
statistics are deficient, but official estimates place the 
growth in unemployment from 8 percent in 1981 to 13 percent in 
1985. The combined total of unemployment and underemployment 
is estimated at about 45 percent. Underemployment is 
particularly serious in rural areas as a result of population 
pressure on the fixed supply of arable land. 


Minimum wages are 3.20 quetzals per day (about U.S. $1.20) for 
agricultural workers, ranging upward to five quetzals per day 
(about $1.70) for workers in industry and commerce. There has 
been no revision in minimum wage rates since 1980, although the 
Ministry of Labor is considering raising minimum agriculture 
wages to five quetzals daily. Although reliable information on 
wage trends is not available, there has been a_ sizeable 
deterioration of purchasing power since 1981. Labor unions are 
relatively weak in Guatemala and only a small percentage of 
workers are organized into unions. In 1986, the Government 
attempted to arrest the decline in real purchasing power by 
granting public sector workers a 50 quetzal per month wage 
increase and encouraging the private sector to raise wages. 


After 60 years of parity with the U.S. dollar, 
the national currency, the quetzal, was effectively devalued in 
November 1984. A three-tiered exchange system was 
established: (1) an official exchange rate of Ql to $1 was 
maintained for payment of foreign debt, exports, and "essential 
imports"; (2) a parallel rate was established to float with 
supply and demand; and (3) an auction market was established to 
allow importers to purchase currency at market rates. 


The net result was a complex exchange rate system and a rapid 
deterioration of the value of the quetzal in the parallel 
market. The quetzal/dollar exchange rate on the parallel 
market reached Q4 to $1 in October 1985 before stabilizing in 
early 1986 at a rate of about Q2.9 to $1. The exchange rate 
system discouraged exports through an unfavorable exchange 
system, encouraged imports, and introduced currency speculation 
as an added complication to business life in Guatemala. 


A major objective of the new Government was to simplify the 
exchange rate system as the first step toward exchange rate 
unification. The Government's proposal, adopted in June 1986, 
maintained a three-tiered exchange rate system but one more 
closely related to market forces. 
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The official rate of Ql to $1 was retained for previously 
contracted foreign debt. A "regulated market rate" of Q2.5 to 
$1 was established for imports and exports, and an "interbank" 
rate was established for remittances, tourism, and 
miscellaneous transactions. The interbank rate was about Q2.9 
to $1 during the summer of 1986. The regulated market rate was 
stated to be "fixed but flexible," and the goal of the 
Government is to unify the exchange system into a single 
market-related rate as soon as practical. 


The net effect of the new system should be to encourage 
exporters, reduce a previously hidden subsidy for imports, and 
reduce the paperwork and bureaucratic obstacles to obtaining 
foreign exchange. 


Guatemala's imports and exports were nearly in balance in 1985 
with imports totalling $1,195 million (CIF) and exports $1,112 
million (FOB). The United States is, by far, the largest 
trading partner, taking about 37 percent of Guatemalan exports 
in 1985 and supplying about 36 percent of Guatemalan imports. 
Other large trading partners include El Salvador and West 
Germany for exports and Mexico, Japan, West Germany, and 
Venezuela for imports. 


Guatemalan imports include a wide range of industrial, 


agricultural, and consumer. products. The most important 
imports in 1985 were fuels and petroleum ($271 million), 
chemicals ($270 million), transport equipment ($223 million), 
and manufactured goods ($195 million). The largest U.S. 
exports to Guatemala were wheat, plastics, agricultural 
chemicals, paper products, and natural gas. 


Almost two-thirds of Guatemalan exports are agricultural 
products. Coffee ($451 million) followed by bananas, cotton, 
cardamom, and sugar are the major exports. Pharmaceutical 
products are important exports to other Central American 


countries, and a small amount of petroleum ($12 million) is 
exported. 


The outlook for the trade balance in 1986 is favorable, due 
primarily to two factors: a high international price for 
coffee and a low price for imported petroleun. Very 
preliminary estimates are that Guatemalan exports in 1986 will 
total $1,254 million, an increase of 11 percent over 1985, and 
imports will total $1,067 million, a decline of 9 percent. 
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Guatemala's balance of payments has been in deficit in most 
years in the 1980's, although the situation improved somewhat 
in 1985, primarily due to diminished imports. The current 
account was in deficit by approximately $239 million and the 
capital account in surplus by $131 million, resulting in a net 
deficit of about $108 million. Preliminary estimates indicate 
a small balance of payments surplus in 1986, primarily due to 
continued decreases in imports. 


By Latin American standards, Guatemala's external debt is 
modest, totalling only about $1.7 billion in medium- and 
long-term debt at the end of 1985. However, Guatemala's debt 
has doubled over the last five years, and the terms of its 
borrowing have deteriorated. In addition to medium- and 
long-term debt, Guatemala owes several hundred million dollars 
in short-term debt to creditors, raising the total debt 
obligations of the government to about $2.5 billion. 
Consequently, in 1985 the country had some difficulties in 
servicing its debt, but the new government has been able to 
maintain debt service current. In 1983 and 1984, 
“stabilization bonds" totalling $490 million were issued to 
commercial creditors in lieu of prompt payment. The Government 
is currrent on interest payments on stabilization bonds, which 
mature in 1988 and 1989. 


Fiscal Policy: The characteristics of Guatemala's fiscal 
Situation are (1) declining revenue; (2) continuing fiscal 
deficits, and (3) low and declining public sector investments. 
In real terms, government expenditures have contracted over the 
last few years. Tax revenue dropped from 10 percent of GDP in 
1980 to about 6 percent of GDP in 1985, and government 
expenditures have dropped from 18 percent of GDP to about 10 
percent of GDP in the same _ period. The decline in both 
government revenue and government expenditure has put a severe 
squeeze on government investments for health, education, 
infrastructure, and development while at the same time 
preventing the elimination of a fiscal deficit. 


The new government adopted a moderately expansive budget for 
1986 with revenue estimated at 1.6 billion quetzals and 
expenditures at 1.9 billion quetzals. The 1986 budget 
represents an increase of 80 percent for both revenue and 
expenditures over 1985. However, much of this apparent budget 
increase represents the impact of inflation and the depreciated 
quetzal on expenditures. Actual new expenditures are budgeted 
to increase about 40 percent, roughly the anticipated inflation 


for 1986. The fiscal deficit is estimated at 2.5 percent of 
GDP in 1986. 
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The primary source of new revenue for 1986 is a tax on exports 
adopted by the Government in June 1986. The tax is projected 
to yield 500 million quetzals in revenue and is assessed on 
exports on a sliding scale of between 4 and 40 percent, 
depending upon the export product and the world price for the 
commodity. Traditional exports, such as coffee, are taxed 
heavily while nontraditional exports, such as fruit and 
vegetables, are taxed at lower rates. Drawback industries are 
exempt from the export tax. The export tax legislation 
provides for its incremental phaseout by January 1989. The 
export tax was designed to insure that exporters, who receive 
more favorable exchange rate treatment under the new exchange 
system, show a net benefit despite the tax. 


IMPLICATIONS FOR U.S. BUSINESS 


Investment: Guatemala has traditionally welcomed foreign 
investment, and few legal impediments confront investors, 
although bureaucratic steps can be bothersome. The investor in 
Guatemala will enjoy relatively low labor costs, and tax 
incentives are given for industries located outside the capital 
city or producing for export. A free zone adjacent to 
Guatemala's principal port offers duty-free entry for raw 
materials. There are no legal restrictions on repatriation of 
profits, although the availability of foreign exchange was a 
problem in the past. No reliable estimates of total U.S. 
investment in Guatemala are available, but several hundred 
small to medium-sized firms have American capital. 


CBI: Guatemala has been designated as a beneficiary under the 
Caribbean Basin Initiative (CBI) legislation of the United 
States. The CBI seeks to encourage economic revitalization and 
private sector opportunities, primarily through duty-free 
access to the United States for most products produced in CBI 
countries. Guatemala has not yet become a major beneficiary of 
CBI benefits, but with the improvement of investment conditions 
in Guatemala, there are good opportunities for expanded 
CBI-related investments. Particularly good prospects are for 
investments in fresh and frozen vegetables and fruits, shrimp, 
and light manufacturing, including textiles and drawback 
arrangements. 


Exporting to Guatemala: The Guatemala market for imports has 
been stifled for several years although the U.S. share of the 
market may increase in 1986 -- primarily because of the greater 


availability of credit from U.S. financial institutions than 
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from other sources. As the economy recovers, a long pent-up 
demand for capital goods and raw materials for agriculture and 
industry could see rapid increases in imports. The consumer 
goods market is depressed due to the economic problems of the 
past few years. Best prospects for U.S. exports are 
agricultural and industrial chemicals, agricultural machinery, 
paper and petroleum products, and food products. 


Importing from Guatemala: Guatemala's markets for its 
traditional exports sugar, cotton cardamom, meat, 
petroleum, and bananas) are well established and the long-term 
prospects for growth in these products is limited. The most 
dynamic new industries for export in Guatemala are in 
agriculture, producing a variety of vegetables and fruits for 
the U.S. and other markets. Exports of broccoli, cauliflower, 
live plants, melons, flower seeds, brussel sprouts, and fresh 
flowers to the United States totalled about $20 million in 
1985. The textile industry is of interest to U.S. importers. 
A special program of guaranteed access levels for apparel 
produced in CBI countries from cloth made and cut in the United 
States was announced in 1986. The potential of shrimp 
production for export is attracting interest. 


The Tourist Industry: Tourism is an industry of great 
potential for the prospective U.S. investor. Receipts from 
tourism in 1979 totalled over $200 million, but due to 
political and security difficulties, the industry declined 


thereafter to receipts of only about $56 million in 1984. 
Tourism is slowly reviving with some 290,000 foreign visitors 
and receipts of $80 million expected in 1986. 





Looking for 
an overseas 
BUYER? AGENT? 
DISTRIBUTOR? 


To receive a free 
Trade Lists index 


Find one or find out about 


the full range of Com- 


/ n the merce export aid 
products, write 


Commerce | to Commerce in 
Department z a | Washington, D.C. or 


contact your nearest 


Tr, ade Lis ts Commerce district office. 


The Washington address is: 


U.S. Department of Commerce, 
International Trade Administration, 
Trade Lists, Room 1324, 
Washington,D.C. 20230. 


Trade Lists: The indispensible overseas marketing tool 
Trade Lists: Names and addresses of overseas buyers, agents, distributors 
Trade Lists: Names provided by U.S. Government foreign commercial officers 


Ask about some of the other Commerce export aid products such as credit reports on 
overseas companies, foreign market research surveys, agent searches and computer database 
retrievals. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 
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ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


L1Yes! 


Name 
Organization 
Address 

City 


DOC/BAI 
8/84 


State 


Country 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 
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Your Staff in Washington 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 
below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
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Here’s my check made out to the Super- 
intendent of Documents. 


L] Charge my VISA or MasterCard No. 


CLITTTIT TTT Tit titt 


(Signature) 


(Expiration Date) 








